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Ie accordance with the directive in National Security Action
Memorasdum Number 59, July 14, 1961, » list of sconcmle ganc~
tions has been prepared which it is recommanded we now ask our
Allies to be ready to apply if access to Berlin is blocked., These
sanctions, listed in category ome below, would, if imposed by ail
of NATO, completely sever sconomic relations with the Sing-
Sovist bloc.

It is recommended, in addition, thet we now ask our Allles
to be ready to apply less severe sconomic sanctions which, if
usod in advance of the blocking of access to Berlin, could assiat
in deterring the Soviets from this action, The imposition of less
Severs sanctions and a genersl tightening up of economic rela-
tions with the hloe could serve to demonstrate to the Saviets both
that we intend to stand firm on Berln, and that we and our NATO
Allies are united in this effort. As noted in the Acheson Report,
such demonstration is vital to our effort to deter the Soviets from
blocking access.

The sanctions recommended prior to hlocking of access
vary in the degree of severity, They are related to Soviet harass-
ment or interference with militery air or ground traffic;
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harassment or intexference with civilian air or ground traffic;
actions to be taken after the signing of a Soviet-GDR Tresty; and
actions prior to signing of such & Tresty. Thess sanctions are

iisted in catsgories two through five below.
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access to Berlin,

{s) Institute tota} economic embarge to the Sino~Soviet
bloc. Cut off all Western financial facilities to {prohibit current
transactions with) USSR and other bloc members and their
astionals.

{b} Expel sll Bino-Soviet bloc technical experts and
foreign trade officials without diplomatic immunity from NATO
countries.

{c} Treose or scize, as appropriate, all Sino-Soviet

bloc assets under jurisdiction of WATO Powers.

{a} Terminate trade agresments involving Soviet hloc
countries.

{b) Deny all exports to Soviet bloc countries.

{c} Stop all Western imports from Sovies bloc countries.

{d) Close Allied porta to Boviet bloc shipping and bloc
charter shipping.

{e) Forbid the calling at Soviet bloc ports ﬁf Allled
vessels and planes.

Approved For Release 2001/09/04 :ﬁCI;}TRDP79T01049A002300010001-4
erany




VR TR RY

Approved For Release 2001/09/04 : CIA:RI¥P79T01049A002300010001-4

D AN

{a) Clowe Sovist bloc trade missions, inciuding Amtorg

olfices,

{b} Refuse to enter into naw contrscis to charter
shipping to Sovist bloc countries and suspend existing contracts.

{c) Expand sxport contral mensures against the Soviet
Blee, including selective embargo,

{d} Refuse ship's servicing (bunkering, lghtering,
provisioning, naval stores) to Soviet bloc shipping.

(e} Inftiate ;mieasures to prevent Sovist bloc alrcraft
from landing or exercising commercial righte at Wesatern airports
and from making transit overQlights and technical stops.

4. Actlons sfter Signing of a Soviet-GDR Treaty.

{2} Regulate movement of Boviet bloc vessels in Allled

porte.

(b} Initiate harassments concerning documentation,
inspections, delay, or technical requiremants of Soviet bloc
shipping at Allied parts,

(¢} Delay ship's servicing (bunkering, lightering,
provisioning, naval stores) to Soviet bloc shipping.
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{4} Cut off sslected types of industrisl and technical
exchanges in which Soviets are most interested and ban export
of published and unpublished technical and scientific information.

{s} Arrange for slowdown in issuance of sxport
liceneas for shipments to Sovist bloc,

{f) Cancel arrangements for Soviet participation in
exhibitions, trade faire, scientific conferencss, and other imter-
national meetings schedulad in Western countriss {NATCY),

{g) Cancel arrangements for Western {NATO) particle
pation in exhibitions, trade fairs, scientific conferences, and
other internations! meetings scheduled in Saviet bloc couniries.

8. Actions Prior to Signing of 3 Sovist-ODR Treaty.

{e} Prepare and implement countermeasures against
USSR and "CDR" in form of tripartite contrala over transport on
basis squivalent to any Soviet or GDR harnssments.

(b} Hestrict economic negotiations with USSR to

easential matters.

3.
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Proposed Taetics in Seeking NATO Agr rgement
It is recommended that negotiations be undertaken immediately

at & very Ngh level within HATO with 2 view to seeking esriiest
possible agresment on the application of economic sanctions.
Such negotistions could he undartaken as a part of a package
approach, including military and political messuree, In the event
that it is net possible to proceed with political snd military

: commendsd
nsgotiations within the next , it is rac

that the negotiations an economic sanctions not be delayed and that

they be pursued separately,

As soon st & setisfactory ares of agresment has been
resched within NATO, we should initiate negotiations with our
SEATO, CENTO, and OAS Allies to obtain their cooperation and

participation in applying similar economic aanctions.
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Estimated Impact of Western

Economic Sanctions Against the Sino-Soviet Bloc

The Problem

The problem is to estimate the likely impsact of a total embargo
imposed, alternatively, by the United States, or ‘the Western Allies
(NATO plus Japan), against:

a. The Sino-Soviet Bloc countries as & whole, or
b. The USSR and its European Satellites, or
c. FEast Germany

Strategic Aspects of the Bloc Economics

The Sino-Soviet Eloc countries as a whole comprigse a formidable
and lergely self-sufficient economic unit. Their combined population
is nearly one billion and gross annual output is now over $350 billion.
The primary objectives of economic activity are the development and
maintenance of military_strength, and rapid industrial growth, which
has been averaging about 10 per cent g year.

The countries of the Bloc have consistently pursued. a policy
of attaining meximum economic independence from the West. This policy
has been tempered by the desire to draw on the Western nations for
advanced technology embodied in industrial equipment, and on the raw
material resources of the Free World for those few comnodities which
either are not present in the Bloc at all or else are in insuriicient
guantities -~ natural rubber, copper and certain agricultural products.

Total Sino-Soviet Bloc imports in 1960 amounted to nearly $15
billions, of which less than $5 billions Oor one-third was from the
Free World, reflecting the policy of avoiding dependence on non-
Communist powers. OFf Free World trade, 50 percent was with the NATO
countries and Japan. Since the death of Stalin, there has been a
trend of increasing imports from the West, particularly in the case
of the USSR, which is now importing roughly up to the limit of its
ability to pay.

-1-
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Because of the highly diversified resource base of the Sino-Soviet
Bloc economies, considered in the aggregate, and their generally advanced
state of Industrialization, the economic effects of a trade and transport
embargo would be minimal in the long run. However, the short-run
disruption would be significant, particularly to the attainment of some
key industry goals of the USSR's current Seven-Year Plan (1959-65).
Additionally, the chronic food deficit of the European Satellites is
currently compounded by the food shortage of Communist China, so that
the loss of planned imports of Free World grain would have some
additional disruptive effects within the Bloc.

Estimated Impagt of a Unilaterael Embargo by the United States

The United States already maintains a complete embargo on trade
with Communist China, . and also a higher level of restrictions on
exports to the European Bloc than do the Western European countries.
Other U.S. measures which restrict trade with the USSR are the denial
of’ Most-Favored-Nation tariff treatment and the provisions of the
Johnson and Battle Acts which prohibit governmental and private loans.
For these reasons, the volume of U,S. trade with the Communist world
is small and non-strategic in nature.

Total exports of the United States to the Communist Bloc
amounted to only $193.4 millions in 1960. Of this total, $143.1
millions, consisting primarily of grain and raw .cotton, wenht to Poland.
The comparatively large volume of shipments to Poland is a reflection
of our policy to assist that nation in maintaining the measures of
freedom and independence from Soviet domination thus far achieved. An
embargo on either the Sino-Soviet Bloc or the USSR and its REuropean
Satellites would, of course, cut off these agricultural products to
Poland. This would decrease Poland's freedom of negotiation with the
USSR, but would not impose any serious problems on the Bloc as a whole
as long as other Free World suppliers remain available.

U.S. exports to East Germany amounted to $3.9 millions in 1960,
of which almost two thirds were steel, largely sheet. This is less
than one per cent of East Germany's steel consumption, and apart from
some administrative inconvenience in adjusting suppliers, no economic
effects could be expected from embargo.

U.S. exports to the USSR amounted to about $39 millions in 1960,
and were composed largely of textile machinery and steel products. The
denial of textile and other civilian machinery in such limited quantities
would have little economic effect on the USSR because virtually identical
equipment is available in Western Europe. The steel products going to
the USSR are, it is believed, not for strategic purposes but for ‘the »
production of civilian goods. U.S. steel accounts for about 5 per cent
of such Soviet imports from NATO countries, and is not a significant
addition to total USSR availsbilities
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Estimated Impact of a NATO (plus Japan)

Embargo on the Sino-Soviet Bloc Countries

- The Bloc Wide Case

- Under generous assumptions of impact, the economic loss which the
NATO countries (including Japan) could impose on the Sino-Soviet Bloe
through embargo would be about $4 billions. The denial of the $700
million of imports currently moving to the USSR, the $1.2 billion
flowing into the European Satellites and the $500 million currently
being imported by China would cause an immediate decline in output in
the Bloc as a whole and most of the loss of $U billions, or about 2
months growth, would be felt in the first six months following the
imposition of the embargo. Recognizing the alternatives which actually
would be open to the Bloc, the fact that, in part, denied imports of
steel, machinery, etc., could be obtained in non-NATO countries such
as Sweden, Austria, and Switzerland, and recognizing the possibilities
for substitutions from Bloc sources, the actual loss expected would be
smaller than this. The major burden would be felt by the European Bloc.

At present levels the seaborne foreign trade of the Sino-Soviet
Bloc is nearly 100 million tons annually, of which almost 65 percent
moves on Western, primarily NATO shipping. The imposition of economic
sanctions would reduce this volume nearly by half allowing the Bloc to
carry, on its own vessels, over 60 percent of the reduced total. To
carry the remainder would require about 2 million deadweight tons of
shipping which the Bloc would have to charter from non-NATO sources.
The most readily available non-NATO shipping is represented by the
tramp fleets of Panama, Liveria, Honduras, Sweden, Finland, and
Yugoslavia. These fleets total over 20 million DWT and the Bloc should
have little trouble chartering the 2 million DWT which it would need.

The Chinese Case

There are no strategic or vital industrial imports from NATO
countries into Communist Chins that cannot be replaced by imports from
the Soviet Bloc or other Free World countries. Two Chinese imports,
grain and chemical Tertilizers, would be seriously affected by an
embargo by the NATO powers participated in by Australia and Japan. 1In
order partially to overcome the effects of two successive bad harvests,
China has contracted to buy more than 5.5 million tons of grain
(primarily wheat) from Canada and Australia during 1961. TIn recent
years, Chinese import of chemical fertilizer from NATO countries has
been nearly one million tons annually, or about one-fourth of total
domestic supplies.

- 3=
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I Chinese trade with NATO, Australia, and Japan were terminated,
it is unlikely that either the grain or chemical fertilizer imports
could be replaced by imports from the Soviet Bloe. It would not be
bossible for Chinsa to replace the bulk of these grain and fertilizer
imports directly from other countries in the Free World, and any.
attempts to obtain these imports through an intermediary would be
extremely difficult. The only major wheat exporter not participating
in the embargo would be Argentina. Exports of wheat from Argentina
have declined sharply in recent years, and on 1 June 1961 the total
supply of wheat in Argentina available for export and carryover was
only one million tons. China could substitute rice imports from
Burma and other countries for perhaps a quarter of the planned imports
of wheat from Canada and Australia, although it would be more difficult
for China to obtain the same favorable credit terms for rice that now
apply to its purchase of wheat.

The loss of grain lmports and fertilizers would compound already
critical food shortages, although probably the regime would impose
severe rationing which would provide adequately for the party, the
military establishment and the industrial labvor force.

The Soviet Bloc Case

If economic sanctions are levied only against the USSR and the
Buropean Satellites leaving China free to carry on foreign commerce,

amount of damage estimated for the Chinese economy. As for the impact
of the sanctions against the USSR and the Buropean Satellites, it would
remaln about the same as in the case of sanctions against the entire
Bloe. It is not likely that the availability of Western markets to the
Chinese alone would be any more than a fairly long-run advantage to the
USSR and the European Satellites.

The impact of an embargo would fall unevenly on individual sectors
of the Soviet economy. In spite of the general validity of Karushchev's
repeated assertions that "in our economic development we rely wholly on
the internal forces orf our country, on our resources and possibilities
Irrespective of whether or not we shall trade with western countries .
the implementation of our economic plans . . . will not in the least be
impeded, " it is clear that it Wwill be difficult for the Soviet economy
to fulfill certain key investment plans without recourse to imports from
NATO countries.

Pursuant to' the requirements of the Seven-Year Plan, Soviet imports »
during 1961-65 will continue to focus on machinery and eqguipment barticularly
for the chemical industry, for rail ang water transport, and for light and
food processing industries. Other Soviet import priorities include
metallurgical equipment, metalcutting machine tools, equipment for the

e
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electronics industries, and oi1l field equipment, particularly large
diameter pipe for 0il and gas transmission. The priority expansion of
the chemical and petrochemical industries postulates substantial imports
of chemical equipment, barticularly for blastics and synthetic fiber
production, to compensate for lagging technology and inadequate
manufacturing capacity in the domestic machine building industry.

Plans for modernizing and improving Soviet transport capabilities --
an essential element of the over-=all Plan -- call for sizeable imports of
merchant shipping ana railway equipment to effect a saving in domestic
plant expenditures. Similarly, the more rapidq growth in consumer. goods
production, only recently reiterated by Khrushchev ag g briority objective
of the current Plan, is based in part on substantial imports of textile
and food brocessing equipment to obviate the need for extensive domestic
investments in research and development by Providing up-to-date blants and
installations.

Most of the import requirements generated by the Seven-Year Plan
will be satisfied, as in the past, in trade with the Sino-Soviet Bloc. For
the fulfillment of Plans for certain industrial sectors, however, imports
from NATO countries are significant. For example, without imports of
chemical equipment and technology from NATO countries (such imports have

would impede production of the required product mix of equipment for the
Bloc chemical industry, Principally because of the technical problems
involved in developing new chemical'equipment, plant and technology.

Similarly, while imports of rolled steel from NATO countries have
Supplemented domestie Production, such imports in 1960 have accounted
for little more than 2 per cent of total Soviet supply (a larger share of
Satellite supply) and overall Soviet plan goals for crude and rolled steel
are not contingent on imports from NATOQ. For specific steel shapes,
however, imports are & considerably larger share of Soviet supply.
Completion of the ambitious Soviet pipeline Program with its requirements
for large diameter Pipe have imposed o Reavy burden on Soviet Blée -
steel producers. Tt is likely that the Bloc will face deficits in the
Production of large diameter Pipe at least through 1963 and possibly

S-E-C-R-E-T ]
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The disruptive effects of a NATO embargo on food exports to the
Soviet Bloc could be minimal, were it not for the large requirements of .
Communist China. The USSR continues to be a large overall net exporter’
of grain, with the chronically food-deficit Satellites accounting for
about three-quarters of the principal agricultural commodities exported
by the USSR. With the exclusion of China, a NATO denial of grain
exports to Bastern Europe (NATO exports of grain to the USSR, almost
exclusively from Canada, are relatively small and destined largely for
its more remote far-east regions) could be compensated by a diversion
of Soviet grain shipments from NATO countries to Bastern Europe. In
the two-year period 1959-60, the Soviet net export position in grain
to the NATO area was approximately equal to the Satellite net deficit
position with the same area. Again excluding Chinese requirements, the
diversion of Boviet grain shipments to Eastern Europe, -and Satellite
food exports from Western to Bloc recipients, coupled with increased
purchasges of sugar, rice, tropical fruits and vegetables and other
foodstuffs from underdeveloped areas, could do much to mitigate the
disruptive effects of NATO sanctions.

The impact of the denial of NATO shipping to the USSR and the
Buropean Satellites in similar to that estimated for the entire Sino-
Soviet Bloc except that the amount of shipping which the Bloc would
have to charger from non-NATO countries would only be about 1.5 million
DWT. This amount would be readily available among the tramp fleets of
non-NATO countries.

The embargo would be expected to have no impact on the Soviet
military program. Some redirection of investment activity would be
expected in order to compensate for the loss of capital goods imports
from the NATO countries. The effect would probably be focused mainly
in the Soviet consumer goods industries, and perhaps housing as
resources were diverted to maintain the Soviet military program and to
supply the industrial meterial needs of the Satellites. Depending
upon the degree of dislocation that stems from the readjustment process
and the extent to which the USSR fills Satellite needs, the overall
impact upon Soviet economic growth would range from negligible to a
very small decline. It is probable that the Soviet consumer would
bear the brunt of any such decline.

The East German Case

Despite East Germen official announcements suggesting the
contrary, only a very marginal reduction in current dependence on
imports from NATO countries as a whole has been affected by means of
changes in Bast German economic plans and foreign trade arrangements
since the latter part of 1960. The East German regime apparently has
been forced to adopt a policy of only gradual reduction in the range
of commodities for which the East German economy is entirely or mainly

-6
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dependent on NATO countries. In order to reduce greatly its current
dependence on imports of key commodities -- particularly steel --
East Germany and other Soviet Bloc countries would have had to make
economic adjustments, incurring costs equivalent to a substantial
portion of the loss from an embargo.

Shipments from NATO countries continue to represent approximately
one-sixth of total East German imports. As berore, a significant
portion of these imports consists of commodities which are of special
importance to the East German economy and are in short supply within
the Soviet Bloc. East German dependence on NATO also remsins significant
for imports of mnew technology. Although West Germany continues to
provide by far the major portion of East German imports from Western
Europe, the relative importance of trade with other NATO countries has
increased significantly. Thesc countries currently are providing a
substantially larger share of the most important commodities imported
by East Germany from NATO -- steel, particularly high quality steels,
chemicals, and machinery (including equipment for whole chemical and
metallurgical plants).

It is doubtful that other industrialized Western countries
(Austria, Sweden, and Switzerland) would be able to provide these goods
in the amounts and types adequate to the Fulfillment of East German
needs now covered by supplies TFrom NATO countries. The necessity to
concentrate purchases in a Tew markets would add significantly to
East Germany's marketing problems.

East Germany, therefore, would probably suffer significant
economic losses in the event of a NATO embargo. In December 1960 it
was estimated that the total loss to the East German economy during
the first six months following a general NATO embargo would perhaps
approximate $250 million or, at an annual rate of $500 million,
approximately two-thirds of one year's increment to total industrial
output (or one-half of one year's increase in gross national product).
Failure to receive current imports from NATO of metallurgical products
and materials could result in a decline of approximately 10 percent in
Bast German supplies of finished steel. A cut of 10 percent in steel
supplies could result in a proportionate cut in the output of the
engineering industries, a cost of about $250 million on an annual basis.
The cost resulting from the loss of other bottleneck items might
increase this amount to $400 million. The denial of the remainder of
Bast German imports might create an additional loss in the value of
output on the order of $100 million.

-7
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These estimates represent only a general order of magnhitude
and, as such, are a reasonable measure of current East German
vulnerability. However, as a result of improved contingency
planning, which is presumed to be more comprehensive and specific
than before, and assuming broad support from the rest of the Bloc,
the duration of the period of substantial economic disruption has
probably been reduced somewhat From 6 months to perhaps 4 or 5
months. Economic losses would then decline steadily until a new
structure of priorities, permitting supplies of commodities once
again to be in balance with requirements for them, had been
achieved.

CIA/ORR
16 July 1961
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